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KEY ECONOMIC INDICATORS 
(In USS Unless Otherwise Stated) 


Percent 
1978 Change 
1978/1977 


NATIONAL ACCOUNTS?/ 


GDP at Current Prices (Millions) 14,8432/ 12,4862/ 10,0092/ -109.8 
GDP Constant 1973 Prices (Millions) 11,487€/ 11,3508/ 11,1458/ -1.8 
Per Capita GDP, Current Prices ($) 933 763 595 -22.0 
Per Capita GDP, Constant 1973 Prices ($) 4722 624 663 + 4.5 


MONEY AND BANKING 


Money Supply (Millions of Soles-End of Nov.) 72,225 81,118 
Commercial Bank Interest Rate (Prime) Ld.> £95 
Central Bank Discount Rate (Comm. Loans) L253 1435 


COMMERCIAL BANKING DATA 


(Millions of Soles-End of April) 

Loans 96, 666 
Investment LS, Oke 
Deposits 120,664 


INDICES 


Consumer Price Index (1973 = 100.0) 
(Month of June) 


BALANCE OF PAYMENTS (Millions) 


Net International Reserve Position&/ 
Gross Foreign Exchange Holdingse/ 
Net Balance of Payments 

Total Exports, FOB 

U.S. Share (%) 

Total Imports, FOB 

U.S. Share (%) 


ECONOMIC ACTIVITY (January - March) 


Electrical Energy - Lima Area (Millions of Kw/H) 

- Total Production 761 791 800 Le 
- Industrial Consumption 270 276 261 -5. 
Cement Consumption (Thousands of M.T.) 562 483 484 O. 
Stamp Tax Collections (Millions of Soles) 6, 766 10, 336 13,661 See 
a/ Official national accounts do not include a statement of GNP, but only Gross Domestic 
Product (GDP), which is total of goods and services produced in Peru. GNP is GDP plus 
net factor payments to rest of world. Data for 1977 and 1978 are preliminary estimates. 
b/ Converted at S/ 55.76 = US $ 1.00 for 1976, S/ 84.27 = US $ 1.00 for 1977, and 

S/. 160.00 = US $ 1.00 for 1978. 

c/ Converted at S/. 38.70 = US $ 1.00 for all years. 


a/ Official forecast as of June 1978 
e/ End of year. 





SUMMARY 


Peru's overall rate of economic growth was negative in 1977, and 
further decline is expected in 1978. Recessionary conditions 
permeated the manufacturing-urban sector, and no relief can be 
anticipated in 1978. However, production trends in mining and 
petroleum are favorable. Accelerating inflation, declining real 
wages, tight credit, and scarcity of foreign exchange dominated 

the Peruvian economy during the first half of 1978. After a 
period of indecision, the government seized the economic init- 
iative in May by adopting a package including wage, tax 

and price increases, replacing key members of its economic team, 
and securing emergency financing to cover the foreign exchange 
shortage which had developed due to the failure to obtain an 
external credit package earlier in the year. Peru's new Minister 
of Economy and Finance gave an exceptionally frank presentation 

of Peru's present economic problems on June 14, including the under- 
lying causes of problems in the external sector, and released to 
the public a set of hitherto unavailable economic data, in particular, 
on Peru's external debt and fiscal situation. He also stated that 
the government will undertake negotiations in the near future to 
restructure Peru's public sector external debt. Prospects for 
American exporters are not promising at present, but successful re- 
duction of Peru's high external debt service burden would allow 
elimination of arrearages on short term credits and improve sales 
and credit prospects. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Finance Minister Diagnoses Peru's Major Economic Problems 


Dr. Javier Silva Ruete, Peru's Minister of Economy and Finance since 
May 13, gave his first nationally-televised speech on June 14. He 
identified Peru's most serious problems as stagnant production, un- 
employment and underemployment, accelerating inflation, declining 
real income, and acute scarcity of foreign exchange (which is con- 
stricting essential imports). He denied that these problems were 
due to structural changes and reforms undertaken in the past decade 
but he attributed them to errors in management of the economy which 
have accumulated in recent years. The Minister stated that for 
several years domestic demand (consumption plus investment) had 
exceeded domestic production by too wide a margin resulting in ex- 
cessive growth of imports and external indebtedness. He listed 
several factors accounting for the present difficult situation of 
Peru's external sector as follows: overvaluation of the sol during 
the fixed exchange rate period; high import dependency of manufactur- 
ing industry which signifies recession for this sector to reduce 
imports; dislocation and slow maturation of large public sector in- 
vestment projects; military acquisitions in quantities in excess of 





traditional levels and incompatible with levels of consumption and 
investment simultaneously undertaken; high levels of domestic 
consumption of imported foodstuffs, petroleum, and other products, 
created in part by subsidies to consumers; sharply deteriorating 
terms of trade since 1974 which has cost Peru more than $ 1 billion; 
and speculative behavior of many investors who imported in excess 

for financial profit (and at times over-invoiced imports and exported 
financial capital). He also stated that the level of public expend- 
iture has exceeded the possibilities of financing, that the easy 

path of monetary creation and external indebtedness had been followed, 
and that the austerity he advocated involved not only a reduction in 
expenditure but also improvement in the pattern of public expenditure. 


Inflation and Erosion of Real Wages Become More Severe 


The pace of inflation accelerated in the first half of 1978, and 

by June the Lima consumer price index (CPI) was 56.1% higher than 

in June of 1977 and 40.4% higher than in December 1977. These rates 
of increase compare unfavorably with the 32.4% CPI increase registered 
during the period December 1976-December 1977. The CPI increased by 
13.3% in May 1978, which was the highest monthly increase since July 
1976. The upsurge in the pace of inflation during the first half of 
1978 reflects the impact of three events: (1) the devaluation of the 
official exchange rate which occurred during the fourth quarter of 
1977 which increased the cost of imported goods by 60.8% during the 
fourth quarter of 1977 and by 18.5% from May 10 to the end of June 
1978 and also the insufficient supply of foreign exchange in the 
official market which forced importers to use the more costly CD 
exchange market, particularly during the second quarter of 1978, 

(2) the January 1978 wage-price package, and (3) the May 1978 wage- 
price-tax package. Wage increases granted by the government in January 
and May were each on the order of 8-10% of existing average wages, 
but the lump sum form of the wage implied higher percentage increases 
for lower-paid workers and lower percentage increases for higher-paid 
workers. The January price adjustments increased a wide array of 
foodstuffs prices as well as over-land freight charges, some bus 
fares, and several types of petroleum products exclusive of gasoline 
(and bottled gas and kerosene for domestic use), and, although food 
prices were increased, the government maintained substantial fiscal 
subsidies on fertilizers, condensed milk, bread, and edible cooking 
oil. The price adjustments enacted by the government on May 15 in- 
creased retail prices of basic foodstuffs, in particular cooking oil, 
condensed milk, and wheat products by relatively high magnitudes in 
order to eliminate the fiscal drain of subsidies on these products. 
The prices of petroleum products and charges for electricity and 
transportation services were also raised. One of the important eco- 
nomic impacts of inflation involves real demand which is increased 
or decreased principally as a function of real wages. Recently- 
released official data on real wages indicate that a significant 





decline in real wages took place in 1977--on the order of 19% for 
blue-collar workers in the Lima area and 16% for white-collar 
workers--and that real wages of white-collar workers declined by 
more than the real wages of blue-collar workers between 1975 and 
1977. During the first half of 1978 real wages declined further 
because the CPI increased by 40 percent while the average increase 
in nominal wages was approximately 16-20 percent. 


Domestic Financial Gap Underlies Inflationary Process 


‘Even after the May measures, the recently-published official 
projection for 1978 central government fiscal operations contains 
a net (domestically financed) deficit amounting to S/ 65.7 billion 
(approximately $ 410 million) which is equivalent to 16.5% of 
total expenditures excluding amortization of domestic debt. 
Despite a projected 70% increase in revenues for 1978 (excluding 
utilization of foreign credit), the above-cited ratio of domesti- 
cally financed deficit to expenditures is only slightly lower than 
the 17.4% registered in 1977. In his televised presentation of 
June 14, Peru's new Minister of Economy and Finance stated that 
the recent (May) measures had reduced the deficit from over S/. 100 
billion and that Peru's public administration required pruning. 
The monetary impact of Peru's public sector deficit is also sug- 
gested by recently-released official banking system data. Ona 
year-end basis, during the period 1975-1977 net banking system 
credit to the public sector grew at an annual rate of 84.0% while 
credit to the private sector grew at an annual rate of 26.2% and 
domestic credit grew at an annual rate of 55.5%. The magnitude 
and sustained character of recourse to banking system credit sug- 
gests that the public sector financial imbalance is a key causal 
factor in Peru's recent inflationary experience. The more proxi- 
mate manifestations of inflation have taken the form of successive 
packages of economic measures--of which the May 1978 package was 
number seven since June 1975. These packages have usually increased 
(1) officially-regulated prices of foodstuffs, petroleum products, 
bus fares and transportation charges, (2) wages, and (3) various 
taxes,and devalued the sol. Apart from eroding real incomes and 
real demand, inflation has also created a growing imbalance in the al- 
location of credit between public and private sectors. In a recent 
(July 2) public interview the Minister of Economy and Finance stated 
that the private sector needed about S/ 50 billion in credit but 
less than S/ 14 billion is presently available. 


Recessionary Conditions Predominate 


Recessionary conditions prevail for the basic productive sectors 

of the economy, and, in the aggregate, output continues to decline. 
The presently-available (June 1978) official estimate for 1977 indi- 
cates that Peru's Gross Domestic Product (GDP) decreased by 1.2%. 





The preliminary projection of GDP growth for 1978 is -1.8%. Two 
categories of causal factors are responsible for the decline in 
GDP: (1) adverse climatic conditions which explain poor perform- 
ance of the agricultural and fishing sectors, and (2) weak domestic 
demand for consumption and investment goods which arises from 
declining real income, the contraction of money and credit in real 
terms, and scarcity of foreign exchange. The second category ad- 
versely affects performance of the manufacturing and construction 
sectors. However, even though recessionary conditions characterize 
most sectors of the Peruvian economy, the mining sector output con- 
tinues to increase. The official estimate of national accounts for 
1977 and projection for 1978, shown below as percentage changes, 
are based on sectoral output in constant prices. 


Percent Change in Gross Domestic Product 


1975 


Basic Productive Sectors (+1.7) 


Agriculture -0.4 
Fishing =—l11.3 
Mining -9.5 
Manufacturing +4.8 
Construction +9.6 -3.3 


Other Sectors (+6.9) (+2.7) 


Total = Gross Domestic Product +4,.3 +3.4 -1.2 -1.8 


Agriculture. Agricultural production grew by a miniscule 0.1% 
in 1977. Absolute declines in 1977 output occurred for rice and 
potatoes. Rice production declined by two percent due to a short- 
age of irrigation water in the northern coastal region, and potato 
production was down by about four percent due to a drought in the 
sierra at the end of 1976. Output of other principal crops-=- corn, 
cassava, sugar cane, cotton, and coffee-- was on a par with or in- 
creased from that of 1976. Agricultural prospects for 1978 have 
been jeopardized by extensive drought conditions in the northern 
coastal region. Cotton, sugar, and potatoes have been adversely 
affected to some extent, but a decline in rice production on the 
order of 25 percent is certain, and 70,000 MT to 100,000 MT of 
rice imports will be needed. 


Fishing. Extraction of fish for production of fishmeal and fish 
oil amounted to 1,109,658 MT for the period January l-June 15, 1978 





of which about 30% was anchovy. Sardines are the principal species 
being utilized for fishmeal. The production of fishmeal during the 
first 5 1/2 months of 1978 amounts to 258,060 MT compared with 
265,200 MT during the first half of 1977. Except for the southern 
area (south of 17° latitude), where twenty boats are permitted to 
fish for anchovy, the extraction of anchovy is banned for 1978 in 
order to permit marine stocks to reach a more normal level. However, 
the fish catch for human consumption is reported to have grown both 
for domestic consumption and export. 


Mining. Production of Peru's five principal mineral commodities 
increased in 1977. Preliminary data for 1977 output and percentage 
increase in output are as follows (in terms of fine metal content 
except for iron ore which is specified in dry long tons): copper 
(350,000 MT, up 59%), lead (169,150 MT, up 5%), zinc (386,850 MT, up 
1%), silver (1,179 MT, up 6%), iron ore (6,093,000 LT, up 30%). 
Latest production data (for the first quarter of 1978) indicate the 
following trends in output compared with the first quarter of 1977: 
copper, up 5.3%, lead, up 1.4%; zinc, no change; silver, down 5.6%; 
and iron ore, down 14.0%. The small increase in production during 
this period, particularly for copper, was caused by a series of labor 
problems. The substantial increase in copper production in 1977 came 
predominantly from the first full year of production of the Cuajone 
mine and from the Cerro Verde mine which went on stream in mid-1977. 
Iron ore production picked up after a 36% drop in production in 1976 
resulting from problems associated with nationalization in July 1975 
and the continued world-wide recession which affected iron purchases. 
Peru continues to be a leading world producer of silver (number three 
in 1976). Gold production increased by 13% in 1977, coming mainly 
from placer mining in the eastern slopes of the Andes. The value of 
minerals exports increased by 32% in 1977 contributing 52.2% of total 
commodity export earnings despite depressed international prices, 
particularly for copper and zinc. The mining sector can and probably 
will play an important role in Peru's future economic recovery. The 
Minister of Energy and Mines has publicly announced the government's 
desire to have private (domestic and foreign) investor participation 
in mining ventures. 


Petroleum. Petroperu's northern spur oil pipeline (which connects 
Occidental's field to the northern Peru trans-Andean oil pipeline) was 
placed in service in February, and pumping capacity of this line is 
being increased to 80,000 bpd in July. Peru's total crude output was 
33.3 million barrels in 1977 and is expected to reach about 44 million 
barrels in 1978, which is about 10 million barrels in excess of do- 
mestic consumption. In April Occidental (Oxy) and the state-owned 
petroleum company (Petroperu) signed contracts under which Oxy will 
undertake secondary recovery operation in specified northern fields 
and exploit heavy oil in the former Union-Tenneco block in the jungle. 
Since beginning operations in 1971 Oxy has invested about $ 210 
million in Peru. According to statements made by Oxy's President, 
Armand Hammer, who visited Peru in March, Oxy plans to invest about 





$ 290 million more over the next two-four years. Petroperu and 
Belco Petroleum also signed a letter of understanding in June 
whereby the two companies agree to continue negotiating an explo- 
ration/exploitation contract for a block, located immediately south 
of Belco's present block on the continental shelf. With the ad- 
dition of this block, Belco will be operating in an area of about 
787,000 hectares of Peru's continental shelf. 


Manufacturing Industry and Construction. Output of manufactur- 
ing industry and construction declined by 6.1% and 7.7% respectively 
in 1977 according to the latest official estimate and further de- 
terioration is expected. The presently available official projection 
for 1978 forecasts a 4.6% decline in manufacturing sector output and 
a 6.0% decline in construction activity. Electric power consumption 
by industrial users in the Lima area declined by 5.6% in the first 
guarter of 1978 compared with the first quarter of 1977. Industrial 
groupings showing decreased usage include: beverages, textiles, shoes 
and wearing apparel, rubber prceducts, chemical and petroleum products, 
glass and building materials, machinery and electrical appliances, 
transportation equipment, and fishmeal. Industrial groupings showing 
increased usage include: food and tobacco, wood working and paper, 
metal working and light manufactures and printing. Domestic sales 
of portland cement, and indicator of construction activity, grew by 
only 0.3 percent in the first quarter of 1978 compared with the first 
quarter of 1977, and sales were 7.9 percent lower than registered for 
the first quarter of 1976. One bright spot in the industrial pano- 
rama is non-traditional exports. ADEX, the exporters association, 
reports $ 75 million of shipments of non-traditional export products 
during the first quarter of 1978, an increase of 67 percent over the 
first quarter of 1977. 


The Foreign Exchange Crisis: Immediate and Projected Remedies 


In his June 14 presentation, the Minister of Economy and Finance 
stated, 


"In effect, on the 15th of May foreign exchange holdings 
of the Central Bank were almost exhausted while public 
debt payments of important magnitude were nearing. Given 
that Peru projected and continues to project compliance 
with all its obligations, if new resources had not been 
obtained, the Central Bank would have been forced to the 
necessity of retaining a higher percentage of foreign 
exchange earnings, with grave damage to productive activi- 
ties, already highly deteriorated by the difficulties of 
importing and paying foreign exchange." 


During the second quarter, shortage of foreign exchange became acute, 
resulting in arrearages on private sector foreign exchange debts and 





insufficient foreign exchange on the official market to service ef- 
fective demand of all legally qualified purchasers. The foreign 
exchange crisis arose principally from the refusal of the International 
Monetary Fund (IMF) to make a tranche release slated for February 28 
(the second such release under the stand by agreement signed on November 
18, 1977) due to non-compliance with terms of the agreement. During 
February the government had successfully negotiated a $ 260 million 
credit package with Peru's major international private commercial banks 
creditors to finance Peru's anticipated 1978 balance of payments defi- 
cit, but this credit package was not forthcoming due to the IMF's 
refusal to make the tranche release. Subsequent to this impasse, the 
government sent various missions to the U.S. and various other countries 
to reassure creditors and to find viable solutions to the problem of 
external finances. In May the government adopted a package of economic 
measures which reduced the projected 1978 public sector deficit, there- 
by setting the stage for resumption of negotiations with the IMF. The 
government also replaced leading members of its economic team, with 
Javier Silva Ruete (previously Coordinator for the Andean Development 
Corporation) replacing General Alcibiades Saenz Barsallo as Minister 

of Economy and Finance and Gabriel Lanata Piaggio (previously a private 
sector industrialist) replacing General Gast6n Ibafiez O'Brien as Minister 
of Industry, Commerce, Tourism and Integration. Emergency relief from 
the critical foreign exchange shortage was obtained by the new economic 
team with the receipt of $ 86 million in deposits from official agencies 
of Venezuela, Argentina, Brazil, Mexico, Spain, and the Dominican Republic 
and approximately $ 185 million from foreign private commercial banks 

in the form of temporary refinancing of public sector external debt 
amortization for the second half of 1978. Negotiations with the IMF 
were also resumed and an IMF Mission arrived in Lima in early July. 

In his June 14 presentation, Dr. Javier Silva Ruete noted that the 
service (amortization plus interest) of Peru's public sector debt would 
absorb more than 50% of forecast export earnings in 1978 and the follow- 
ing two years and stated "It could be noted that the problem of this debt 
does not derive as much from its magnitude, which is high, as from the 
structure of payments which is concentrated exaggeratedly in a relatively 
short period of time." He also stated that once Peru's basic financial 
plan is defined and its negotiating capacity restored, the government 
will immediately initiate negotiations to restructure public sector 
external debt. 


Balance of Payments Deficit Continues 


The latest official data (June) on Peru's balance of payments for 1978 
and recent years is presented in the following table. The over-all 
balance of payments deficit (compensatory movement) amounted to $ 350 
million in 1977 which was substantially lower than the $ 577 million 
deficit of 1975 and the $ 868 million deficit of 1976. The principal 
factor accounting for the improved 1977 performance was a $ 303 million 
reduction in the trade deficit which resulted principally from a 26.9% 
increase in export earnings. An additional ($ 474 million) improvement 





on trade account is forecast for 1978 owing to a 6.0% increase in 
export earnings and a 17.2% reduction in import expenditures. The 
decline in 1978 imports is due to reduced petroleum imports and to 

the increased real cost of other imports brought about by a series 

of devaluations which moved the sol from 81/$ in October 1977 to 155/s$ 
at the end of June 1978. In spite of the improvement in the trade 
account, reduction in the over-all balance of payments deficit of only 
$ 110 million is projected for 1978 because of a sharp increase in 
public sector debt service. According to the official projection, 
public sector external debt service was $ 618 million in 1977 and will 
rise to $ 972 million in 1978. In the balance of payments, this is 
the principal factor explaining a $ 78 million increase in the net 
outflow on financial services and a $ 418 million decrease in the 

net inflow on long-term capital. 


Peru's Balance of Payments 1975-19782/ 
(Millions of U.S. dollars) 


1975 1976 
Exports, FOB +1, 291 +1, 359 
Imports, FOB -2, 390 -2,100 
Trade Balance -1,099 - 741 
Net Non-Financial Services - 248 - 143 
Net Financial Services - 240 - 366 
Transfers (and Donations) + 49 + 58 
Balance on Current Account -1,538 -1,192 


Net Long-Term Capital 41,135 + 675 
Net Private Direct Investment (+ 316) (+ 171) 
Net Credits to Private Sector (+ 27) (+ 25) 
Net Credits to Government Sector (+ 793) (+ 547) 
Net Credits to Rest of Public Sector (- -— ) (— 68) 

Net Basic Balance 403 - 517 

Short Term Capital and Errors and 
Omissions 173 352. 


Balance of Payments aad 868 
Compensatory Movement S77 868 
(+ indicates decrease in Net 
International Reserve Position) 
Net International Reserve Position 
(end of year) + 116 7152 -1,101 -1,341 


a/Notes: Totals may not add up due to rounding discrepancy of less 
than $ 1.0 million. Data for 1976 and 1977 are subject to 
revision and 1978 is a forecast. Government sector category 
includes most state enterprises; rest of public sector in- 
cludes principally state development banks. 





An Official Statement of Peru's Total External Debt 


Official data released on June 15 indicates that Peru's total external 
debt amounted to $ 8,273.6 million on a disbursed basis as of December 
31, 2977.. ‘This total was composed as follows. Peru's external debt 
of original maturity of over one year term amounted to $ 6,139.7 million. 
This total was detailed as follows by debtor categories: central govern- 
ment, $ 2,572.8 million; public enterprises, $ 1,606.9 million, the 
Central Bank, $ 626.1 million; other public sector, $ 8.1 million; 
private foreign enterprises, $ 878.1 million; and private domestic and 
mixed-ownership enterprises, $ 447.7 million. External debt of less 
than one year original maturity (short term credits) amounted to 

$ 2,133.9 million, and this total was composed of $ 932.2 million of 
direct banking system debt of the following banks: the Central Bank, 

$ 274.9 million, Banco de la Naci6én, $ 488.9 million; commercial banks, 
$ 166.4 million; and state development banks, $ 2.0 million. Other 
short term credits amounting to $ 1,201.7 million were estimated as 
follows: $ 706.3 million for import financing, $ 259.0 million for 
export financing, $ 236.4 million for financial purposes. We believe 
that Peruvian commercial banks act as guarantors for a large share of 
trade-related and financial credits. The high magnitude of total ex- 
ternal debt relates to current account deficits (in Peru's balance of 
payments) which cumulate to $ 4,655.5 million for the five-year period 
1973-1977 and whose magnitude relates principally to the several factors 
enumerated by the Minister of Economy and Finance in his diagnosis of 
the difficult situation of Peru's external sector (see pages 3 and 4). 


A Major Step Toward Constitutional Government 


On June 18 Peruvians went to the polls for the first time in more than 
ten years to elect 100 members to a Constituent Assembly. The Assembly, 
according to the government's Tupac Amaru Plan, will convene in late 

July for the exclusive purpose of drafting a constitution to replace 

the 1933 charter. The Tupac Amaru Plan then calls for general elections 
for a civilian constitutional government by 1980. In the June 18 
elections, Victor Raul Haya de la Torre's democratic-leftist APRA party, 
Peru's oldest and best organized party, received approximately 37 percent 
of the popular vote, making it the principal force in the Assembly, but 
falling short of a simple majority. The center-right Popular Christian 
Party of former Lima mayor Luis Bedoya Reyes placed second in the contest, 
with 25 percent of the popular vote. Six leftist parties running sepa- 
rate slates of candidates garnered about 30 percent of the vote. The 
recently organized Worker-Peasant-Student-Popular Front (FOCEP), led 

by labor lawyer Genaro Ledesma and popular peasant leader Hugo Blanco, 
was the largest vote-getter in this group, obtaining 12 percent of the 
total vote. The question now facing these parties is how they will 

form alliances or come to temporary agreements to achieve their ob- 
jectives in the Assembly and which group will emerge with the greater 
advantage in the 1980 elections. 





IMPLICATIONS FOR THE UNITED STATES 


The U.S. continues to be Peru's number one trading partner. Peruvians 
correctly interpreted United States participation in the Tenth Inter- 
national Fair of the Pacific (November 16-27, 1977) as reasserting the 
U.S. traditional prominence. The U.S. exhibit was the largest single 
exhibit of any of the thirty foreign countries participating (more 

than 6,000 sq. meters of interior and exterior space). Eighty American 
companies participated in this international event and all equipment 
and machinery exhibited was sold during the Fair. Reportedly, actual 
export sales during the event (US$ FOB) were $ 15 million and expected 
export sales in the next twelve months are in the range of $ 25 million. 
In addition, more than 6,000 leads were obtained. Despite the difficult 
economic situation, the Machine Tool USA VTR/Catalog Exhibition, held 
in Lima on May 3l-June 2, 1978, proved to be a significant commercial 
event. The excellent response of the Peruvian industrial sector, which 
has a built in preference for American machine tools, typifies the 
medium and long range prospects which have been very much enhanced as 

a result of this show. 


Due to the current recession, substantial exchange devaluation, and 
the more recent arrearages, U.S. exports to Peru in 1978 will be less 
than in 1977. Lack of foreign exchange and credits to Peruvian buyers 
are important factors inhibiting all but the most essential imports. 
Elimination of the acute foreign exchange shortage is the highest im- 
mediate priority of the Peru's present economic team, The intent of 
the government in this regard is a publicly stated policy aim and has 
also been supported by immediate actions to resolve the problem in a 
manner which maintains Peru's external creditworthness. By the end 

of the third quarter, providing an agreement with the IMF is obtained, 
we expect an easing of the foreign exchange shortage. Moreover, the 
refinancing of public sector medium and long term external debt will 
increase the availability of foreign exchange to service short-term 
credits to the private sector. After these events take place, the 
prospects for improved sales to the Peruvian market should be enhanced. 
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